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Abstract 


Background: According to the upper echelon theory top management team (TMT) characteristics 
influence on organizational outcomes of a company. Though this topic has been studied in 
different countries, it is not well researched in Russia, especially for some industries, including 
banking sector. The main purpose of the research is to study TMT in the Russian banking sector 
and its influence on return on assets (ROA), one of the metrics of bank’s performance. 

Methods: Data about top management team characteristics is collected for 178 banks (32% of 
banks, operated in Russia). The data includes age, gender, citizenship, education, functional 
expertise, and work experience of TMT. In addition, data for ROA calculation (net income and 
total assets) was taken from financial reports of banks. Regression analysis between TMT 
characteristics and ROA was conducted in SPSS software. 

Results: The research found out the portrait of a top manager in Russia. Average age of TMT 
members equals 46.67 years with the youngest CEO of 29 and oldest CEO of 65 years. Russian 
banking sector is mostly a male environment (in 77.5% cases men take the CEO role), however, 
in majority of banks there is at least one woman. Majority of top managers is Russian citizens 
(only in 6.7% of banks CEOs are foreign nationals). And finally, all top managers have higher 
education and usually their degrees are in Economics, Engineering, and Law. Regression analysis 
demonstrated that three TMT characteristics influence ROA: percentage of TMT members with 
scientific degree (with positive effect), gender heterogeneity and CEO duality (with negative 
effect). 

Conclusions: For reaching higher ROA, Board of Directors (BoD) of banks in Russia should 
appoint more top managers with scientific degree and avoid CEO duality and high gender 
heterogeneity in TMT. 


Keywords: top management team, return on assets, banking sector, Russia. 


1. Introduction 


Top managers are studied by many scholars and considered from different 
perspectives. Researchers investigate individual characteristics, perceptions, and values of top 
managers in psychology. Behavioral and social scientists study TMT as a group. Scholars from 
management and economic field pay attention to TMT leadership skills, competencies, team 
diversity and its influence on a company (expenses, innovation, organizational climate, corporate 
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values, financial performance, etc.). In 1980s studies related to TMT were combined in the upper 
echelons theory, which concentrated on research of basic demographic characteristics, such as 
age, gender, race, and nationality (Hambrick & Mason, 1984). Following the development of 
organizational demography theory, scholars began to study more demographic TMT 
characteristics, including tenure within the company, previous experience and qualifications. 
Later heterogeneity (or TMT diversity) became one of the main topics in upper echelons theory. 


Nowadays, scholars consider not only TMT characteristics and diversity, but also its 
influence on organizational outcomes, including finical indicators. This topic is well researched in 
the USA and Europe. In Russia few researchers considered this topic, but none of them analyzed 
correlation between TMT characteristics and financial performance of banks. Therefore, the 
current research is devoted to study TMT characteristics of banks in Russia and investigate if it 
effect return on assets. 


2. Literature review 
2.1 Russian banking sector and top managers of banks 


Per Central Bank of Russia (CBR), there are 538 credit institutions licensed to conduct 
banking operations on the Russian market in 2018. Although the number of credit institutions has 
been decreasing for the last several years, there are still as many banks in Russia as in the USA, 
Germany, Austria, and France respectively. Concentration of capital in the Russian banking sector 
is high. 

It is also interesting that Russia is one of the countries with hundreds of banks, but a 
low real level of competition as in Macedonia, Slovakia, Oman, and Greece. The main reason of 
the low level of competition is the power of state-controlled banks in Russia, which directly or 
indirectly controlled by the Bank of Russia or the Russian Federation. Though the number of state- 
controlled banks is low (only 5% of the total number of banks), they own more than a half of total 
assets of the Russian banking sector (Banking Supervision Report, 2018). Per the Center of 
Economic Research of the Moscow Financial and Industrial Academy, there are only three big 
national economies, where state-controlled banks continue to play the main role in the banking 
sector: China, India, and Russia. Most credit institutions in Russia are local, and only 27% of them 
are foreign. In other developing countries, this indicator is higher, for example in East Europe 
around 70% of banks are controlled by foreign capital, in Latin America — 40%. 

Currently, the structure of the Russian banking sector’s total assets is the following: 
state-controlled banks (58.6% of the banking sector’s total assets), large private banks (29.8%), 
foreign-controlled banks (8.8%), and small and medium-sized banks based in the Moscow Region 
as well as in other regions (2.8%). 

In the banking sector in Russia the day-to-day operation of banks is managed by 
members of the executive board. Executive board members are main decision-makers in bank’s 
operations in Russia and therefore in the current research TMT of Russian banks is considered as 
a team of executive board members. Executive directors of banks in Russia are employed full-time 
and are responsible for their area of day-to-day functional or operational business. They attend 
the executive board meetings and report directly to CEO. Executive directors in banks in Russia 
set the direction, mission and policies for the business. 

As the purpose of the current research is to analyses the influence of TMT 
characteristics on ROA of banks in the Russian banking sector, it is necessary to determine what 
TMT characteristics to consider. 
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2.2 TMT characteristics 


Upper echelons theory appeared in 1980s (Hambrick & Mason, 1984) and since then 
many studies began to investigate TMT characteristics and its influence on firm performance in 
different countries. For the research purpose all publications devoted to the TMT characteristics 
were found in the Elsevier's Scopus database. The search words included “top management”, 
“TMT”, “team”, “CEO”, “Chief Executive Officer”, “CFO”, “Chief Financial Officer’, and 
“characteristics”. 262 articles were selected for the abstract analysis, and finally it appeared that 
only 98 publications (71 articles, 20 conference proceedings, 4 book chapters, and 3 reviews) are 
relevant to the topic. 


Literature review shows that most publications are prepared by the USA, European, 
and Chinese researchers. No research on the TMT characteristics was found out in Russia. Details 
on publications by geographic regions are presented in the below table. 


Table 1. Number of publications devoted to the TMT characteristics by country 


Total Number of ee 
Wanberotbulliesinnsieeoanks 


36-U8K, 4Canada 
31 


Asia 21-China, 4-Taiwan, 4-Tunisia, 2-Malasiya, 2-Singapore, 2-South 
39 Korea, 1-Hong Kong, 1-Qatar, 1-Thailand, 1-Yemen 
Ee ccne 5-UK, 4-Germay, 4-Italy, 4-Spain, 3-Belgium, 3-Norway, 2-France, 1- 
P Finland, 1-Nethelands, 1-Portugal, 1-Poland, 1-Romania, 1-Turkey 
5-Australia, 2-New Zealand 


Source: Developed by the authors 





The first researchers of the executive teams considered basic demographic 
characteristics, such as age, gender, race, and nationality (Barnard, 1938). Following the 
development of organizational demography theory (Pfeffer, 1983) scholars began to study more 
demographic characteristics, including tenure within the company, previous experience and 
qualifications (Korac-Kakabadse et al., 2001). Functional tracks and other career experiences of 
each TMT are also important characteristics (Hambrick & Mason, 1984). Rresearchers analyse 
functional background (Yoon et al., 2016; Diaz-Fernandez et al., 2014), international experience 
(Bany-Ariffin et al., 2014; Herrmann & Datta, 2005), executive experience (Bjornal et al., 2016; 
Yang et al., 2011) or industry experience (Ahrens et al., 2015; Knockaert, 2015). 
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Figure 1. Results of frequency analysis of the TMT demographic characteristics 
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For the deeper understanding of what the TMT characteristics are considered more 
often, all 98 selected publications were analyzed and frequency analysis of appearance of each 
TMT characteristic was conducted. Results of the analysis are presented in the previous figure. 


The latest publications are usually devoted not to TMT characteristics itself, but to 
TMT heterogeneity (or diversity). It can be determined as the differences in TMT members with 
respect to their demographics (Oduor & Kilika, 2018), for example, diversity in TMT tenure (Jaw, 
Lin, 2009). Other researchers consider educational diversity (Yoon et al., 2016; Zahra & Wiklund, 
2010), functional diversity (Bjornali at al.; 2011; Buyl et al., 2011), and gender diversity (Wen et 
al., 2015; Yang & Wang, 2014). 


2.3 ROA and TMT characteristics 


There are many approaches of estimating firm performance depending on the level of 
analysis, including human, operational, and financial levels (Ketkar & Sett, 2009). Financial 
outcomes are considered more frequently than operational or human, because usually financial 
indicators are objective and data for its calculation is publicly available in the financial reports of 
companies. Therefore, in this study only financial performance is taken into consideration. 


In the upper echelon research devoted to the analysis of TMT characteristics’ influence 
on organizational outcomes, authors consider both market-based and accounting measures to 
assess financial performance. Return on assets is the most frequently used indicator among 
accounting-based measures. It was taken as a main performance indicator in several TMT studies 
(Diaz-Fernandez et al., 2014; Marcel, 2009; Goll et al., 2008; Ben Cheikh & Zarai, 2008, etc.). 
These studies generate diverse results by founding out positive, negative or no relationship 
between the TMT characteristics and ROA. Details of the empirical findings are presented in the 
below table. 


Table 2. Research examples of relationship between TMT characteristics and ROA 


Industry/ Sector TMT Characteristics 


Die aneeee Spanish large companies TMT functional diversity 
al., 2014 
; Fi f f ; 
Peni, 2014 CEO holding multiple board seats 
industries 
Diaz-Ferna : : : ; : 
Spanish large companies TMT’s education-level diversity 
Negative al., 2014 


153 firms in five industries CEO/COO duality 


Goll et al., 2008 Major US airlines peer ae deregulatory 


- TMT education level (under 
regulation) 
- TMT tenure and functional diversity 
(during the deregulatory period) 


Ben Cheikh . Tunisian companies CEO power 
Zarai, 2008 


Source: Developed by the authors 


Goll et al., 2008 Major US airlines 





; - Presence of female CEO 

. Firms from a variety of 

Peni, 2014 - CEO duality 
industries , 
- CEO experience 
- CEO age 
Li & Zhang, 2014 Chinese listed firms - CEO education level 
- CEO generated internally 

Positive Buyl et al., 2011 Dutch and Belgian IT firms TMT functional diversity 
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The above data demonstrates that for different industries and different countries 
results are diverse. For example, TMT functional diversity has no influence on ROA in Spanish 
large companies but has positive effect in Dutch and Belgian IT firms as well as in major US 
airlines during the deregulatory period. This means that local and industry specifics can determine 
what TMT characteristics has influence on ROA in various cases. As there is no evidence from 
Russia, the current research investigates if TMT characteristics influence ROA of banks on the 
Russian market. Methodology of the research is described in the next section. 


3. Research design and methodology 
3.1 Research design 


This research adopts mixed research techniques and quantitative approach to data 
sources and analysis. Such approach helps to provide insightful and objective knowledge for the 
study and answer the below research questions: 


1. What are the main TMT characteristics in the Russian banking sector? 
2. Is there a correlation between TMT characteristics and ROA? 
3. What TMT characteristics have positive and negative effect on ROA? 


Literature review found out the most frequently used TMT characteristics, which are 
used for analysis of TMT diversity. All of them are investigated in the research, including diversity 
of TMT demographic characteristics, work experience, and education. The research investigates 
the linkage between TMT characteristics and ROA. The below theoretical model addresses the 
main purpose of the research (Figure 2). 














TMT 
—— : , | education 
| (— ; 
TMT ee ) | 
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characterisitcs | experience 
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Figure 2. Theoretical Model of the Research 
Source: Developed by the authors 


3.2 Data collection 


The research includes different types of secondary data. Firstly, data about TMT 
members was collected from websites of banks. Data about demographic characteristics, work 
experience, and education is available. According to the Russian legislation banks must publish 
these data for top managers. Websites for 178 banks were studied and data about TMT was 
summarized in Excel for further coding. For majority of banks this data was published in Russian, 
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therefore it then further has been translated in English for the coding purposes. Summary of data 
collected about TMT characteristics’ is presented in the Table 3. 


Table 3. Data collected about TMT members’ characteristics 


Type of Data 


Name 
Demographic Canace 


characteristics 


Age 

Nationality 

Position 
Work Experience Core function 


Websites of banks 
(usually in the 
“Corporate 
Governance” 
section) 


Job history 
International experience 
University 

Major 

Additional education 
Scientific degree 

Field 

Source: Developed by the authors 


Education 





Secondly, data about net income and total assets was collected from financial 
statement of each bank. This data is necessary for ROA calculation, which is calculated based on 
the following formula: 

Net Income 


ROA = 
Total assets 


Return on assets gives an idea as to how efficient management is at using its assets to 
generate earnings. It helps to identify how profitable a company is relative to its total assets (Pena 
& Villasarelo, 2010). 


3.3 Sample 


The size of the banks in this survey is mostly average. 50.6% of the sample have less 
than 500 employees. Only 3.4% have more than 10000 employees. According to the EU definition 
from the Centre of Strategy and Evaluation Services’, an institution that has below 250 employees, 
is defined as a small and medium enterprises. In this study, 51 banks (28.7% of the sample) are 
therefore small and medium sized organizations. The majority are big banks. 


The review of the banking sector in Russia has shown that most banks are private, and 
only few are government controlled. In this survey 15.2% are government-controlled banks and 
84.8% of the sample are private banks. Most banks are local (74.7%), only 25.3% are international 
banks. More than 80% of banks in the sample are universal, which means that they provide 
different type of financial services for both private and corporate clients. Three other categories 
are represented by 5-6% of banks. This represents well the whole Russian banking sector, where 
there is a small number of corporate, retail or investment banks. 


The concentration of capital refers to the shareholder structure of a bank. If there is 
one shareholder, who controls key decision-making processes then the concentration of capital is 
high. If there are many minority shareholders, then that concentration is low. More than sixty 


5 Centre of Strategy and Evaluation Services: http://www.cses.co.uk/. 
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percent of banks have a high concentration of capital and 28.7% have a low capital concentration. 
The rest of the banks have several shareholders, who control main management decisions. 


3.4 Data analysis 


The current research is quantitative and statistical analysis was applied for analysis of 
the coded data. For some variables coding was not required (name of TMT member, age), but 
other variables were coded for further analysis in SPSS. To evaluate TMT heterogeneity, coefficient 
of variance (CV) was calculated. Formula of CV is outlined below. 

CV = (SD/ pw *100, where SD — standard deviation, 4 — mean. 


N ty. |2 
SD = Ed at N- number of values. 


= <17% — very homogeneous; 

= 17-33%% — homogeneous; 

= 35-40%% — slightly homogeneous; 
= 40-60%% — slightly heterogeneous; 
= > 60% - heterogeneous. 


Finally, regression analysis was applied to investigate if TMT characteristics and TMT 
heterogeneity influence ROA of banks in Russia. 


4. Research findings 


Variance coefficient was calculated for all TMT characteristics of each bank. The 
research found out minimum, maximum, average, and standard deviation of variance coefficient 
for all top management team characteristics. The results are presented in the Table 4. 


Table 4. Variance coefficient for TMT characteristics 


TMT Characteristics Standard Deviation 
eae ear fea fam 
a 

experience 


et et — 


Current functional | Current functional expertise js 0.25746 


sector 


Membership in the Board of SG 0.210 0.21 
Directors ? oe 


Source: Developed by the authors 





The calculated meanings of average, maximum, and standard deviation for variance 
coefficient for different top management characteristics show that TMT in the Russian banking 
sector are heterogeneous in terms of their current functional expertise, functional work 
experience, and education background. This finding can be simply explained by the fact that top 
management teams in banks usually consist of heads of functional departments, who should have 
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education background and work experience related to their function. If we consider other top 
management characteristics, TMT are homogeneous. In average, top management team in Russia 
consist majority of Russian men with the same duration of their membership in the executive 
board and usually with the work experience in the Russian banking sector without international 
working background. 


Regression analysis was conducted to study the influence of TMT characteristics on 
ROA. Three models created in SPSS with stepwise regression are presented below. 


Table 5. Regression models summary (ROA) 


Adjusted Borat Durbin-— 
Model R- R Watson 
ae the ae 


squire statistic 
change 


squared Estimate 





(a) Predictors: (Constant) Gender heterogeneity 
(b) Predictors: (Constant) Gender heterogeneity, percentage of TMT members with scientific degree 


(c) Predictors: (Constant) Gender heterogeneity, percentage of TMT members with scientific 
degree, CEO duality 


Source: Developed by the authors 


The analysis shows that the third model has the highest value of R-squared (0.092) 
and adjusted R-squared (0.076). This means that this model is more suitable for explanation of 
how TMT characteristics determine ROA. According to this model only three indicators influence 
ROA: gender heterogeneity, percentage of TMT members with scientific degree, and membership 
of CEO in BoD. Regression coefficients are outlined in the below table. 


Table 6. Regression coefficients for TMT characteristics (ROA) 


Unstandardized | Standardized [95% Conf. 
coefficients coefficients Interval] 
Model (3) 
Std. Beta Lower Upper 
Err. Bound Bound 
092 027 .038 146 


(Constant) 


Gender heterogeneity 


% of TMT members with 
scientific degree 


CEO duality 
Source: Developed by the authors 





According to the above table gender heterogeneity negatively effects bank’s ROA on 
the Russian market (standardized coefficient is minus 0,205). This result shows that in banks with 
homogenous TMT in terms of gender ROA is higher. As only in 6 banks from the sample (3.4%) 
all top managers are women, homogenous TMT mainly refers to the male TMT. This research 
finding contradicts with other international researches, which state that business organizations 
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achieve higher financial performance results in case of higher gender heterogeneity (Wen et al., 
2015; Yang & Wang, 2014). 


Percentage of TMT members with scientific degree positively effects ROA 
(standardized coefficient is 0.215), which means that TMTs with higher number of PhD holders 
reach higher ROA. This is not necessarily connected with PhD itself, but with personal qualities of 
PhD holders. These individuals are usually goal-oriented, have good critical thinking and 
analytical skills, which are important in managing a bank. 


Another interesting observation is that CEO duality negatively influences ROA of a 
bank in Russia (standardized coefficient is minus 0.154). This negative effect can be explained by 
several things. Firstly, CEO duality may create conflicts of interest. Secondly, BoD can heavily rely 
on CEO’s opinion, and therefore CEO has too much influence on the board decisions. Thirdly, CEO 
membership in BoD can limit opportunities of adequate supervision and evaluation of bank’s 
management. 


The described line regression model does not include organizational characteristics of 
banks. As ROA can vary for different types of banks, it is important to take them into 
consideration. Line regression model has been updated after inclusion of all organizational 
characteristics of banks (considered in the research). Four models were created with stepwise 
regression, and the fourth one has the highest value of R-squared (0.113) and adjusted R-squared 
(0.093). Regression coefficients are outlined in the below table. 


Table 7. Regression coefficients for TMT and organizational characteristics os 


coefficients coefficients | a: 
pe [ef me | 
Err. Bound Bound 
162 044 


(Constant) 


Gender heterogeneity 


% of TMT members with 
scientific degree 


Type of Ownership 
CEO duality 
Source: Developed by the authors 





Inclusion of organizational characteristics in the regression model showed that type of 
ownership influences ROA in addition to three identified TMT characteristics. Regression 
coefficient equals minus 0.148. Type of ownership is a binominal distribution in the current 
research, where 1 refers to a private bank, and 2 — to a state-owned bank. This means that for 
private banks ROA is higher than for state-owned banks on the Russian market despite the 
differences in TMT characteristics. 


5. Conclusions 


Top management team in the Russian banking sector is mostly homogeneous. TMTs 
are homogeneous in terms of their age, gender, nationality, and previous industry work 
experience. Top managers in banks are usually Russian men at the age of 40-50 years with 
previous work experience only in the banking sector. TMTs have diverse educational background 
(Economics, Math’s, Physics, Law or another field) and functional expertise (general 
management, finance, sales, human resource management, etc.). 
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The research also found out that in Russia CEO duality and gender heterogeneity have 
a negative effect on ROA, while higher percentage of top managers with scientific degree is 
associated with positive effect on ROA. Other TMT characteristics have no impact. This means 
that for reaching higher ROA, Board of Directors of banks in Russia should appoint more top 
managers with scientific degree and avoid CEO duality and high gender heterogeneity in TMT. 

In considering the conclusions of the study, limitations have been identified 
concerning the research only in the banking sector of Russia, as it might not be fully 
representative. This limitation has affected the results of the study, as a broader sample could have 
brought further expertise. Even though this limitation may apply, the paper is still valid. The study 
can be used to justify further studies as well as a way of adding to existing knowledge. 
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